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KEY ECONOMIC INDICATORS: SAUDI 


All value in US $million 
unless otherwise noted: 


Percent 
Exchange Rate: US$1.00=SR3.52 1975 1976 Change 1977 


INCOME, PRODUCTION, EMPLOYMENT 


GDP (current prices) 1/ 

Non-oil GDP 

Per Capita GDP ($1000) 2/ 

Crude Oil Production (million 
bbl/day) 

Labor Force* (thousands) 


MONEY, BUDGET AND PRICES 


Money Supply (year-end M3) 
State Budget 3/ 

Investment Budget 

Actual Expenditures 
Consumer Price Index (1963=100) 


BALANCE OF PAYMENTS AND TRADE 


Official Gold and Foreign Ex- 23,319 28,773" 
change Reserves 
Government Foreign Assets 15,385 26,500* 
Balance of Payments (current +16,290 15,000* 
account) 
Exports F.O.B. 28,555 42,000* 
Estimated U.S. Share (%) 4 is* 
Imports C.I.F. 7,444 13,000* 
Estimated U.S. Share ($%) 20 N/A 
Imports from U.S.: 1976 value 
$2,774. Principal products: 
cars and trucks, aircraft; 
cereals and preparations; 
electric power equipment; 
construction and mining equip- 
ment; heating and cooling 
equipment. 


Notes and Explanation: 


* Estimated. 1/ GDP figures adjusted from Muslim 

" First six months. fiscal year figures. 
Based on unofficial population esti- 
mates. 
Muslim fiscal year figures. 


Sources: Saudi Arabian Monetary Agency; Ministry of Finance 
Central Department of Statistics; International 
Monetary Fund. 





SAUDI ARABIA 


SUMMARY 


Progress on the Saudi Development Plan will be substantial 
in the coming period. During the past six months, the 
Saudi economy cooled off from its earlier overheated condi- 
tion, and a protracted business lull provided breathing 
space for a general stabilization. The government has 
continued to follow an anti-inflationary budgetary policy, 
and has succeeded in greatly easing the port congestion and 
real estate speculation, which fueled prior price escala- 
tion. The new state budget, set at the same rate as the 
last two, will pinch some projects and has contributed to 

a general setting of priorities which put emphasis on infra- 
structure development. 


The pace of economic activity has begun to pick up with 
publication of the new budget, and with an ending of the 
destocking period which accompanied the business lull. The 
outlook is for a renewal of the economic expansion, though 
at a moderated rate and with inflation at perhaps half of 
its earlier 35-45 percent rate. Saudi revenues will none- 
theless continue to exceed expenditures, and a surplus of 
over $15 billion can be expected in 1977. 


Best prospects for American suppliers include construction- 
related products and services, industrial goods, petro- 
chemical and energy-related products and technology, office 
equipment, medical equipment, and household furnishings. 
The limited Saudi consumer market is near saturation, 
making the potential for U.S. suppliers difficult in the 
face of Asian and European competition. However, U.S. 
businessmen will find that U.S. goods and services are held 
in high esteem here, giving them a sizeable edge against 
competitors. 


Doing business in Sardi Arabia is not easy. Persistence, 
patience and tact are indispensable, and sound business 
practices are as applicable in the Kingdom as in the U.S. 


Obstacles to U.S. trade and investment may be found in 
possible disagreements between the U.S. and Saudi Arabia on 
application of the Arab boycott of Israel, as well as in 
the implications of the recently passed tax legislation 
affecting U.S. nationals overseas. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


In the two years which have passed since the Saudi Govern- 
ment launched its ambitious Five-Year, $142 billion, Plan, 
the country's economic development, while rapid, has been 
uneven and beset with more problems than the planners may 
have foreseen. The period has nonetheless served as a 
shakedown phase, and has enabled Saudi officials to 
identify (if not necessarily to solve) many of the instit- 
utional and infrastructural hindrances to rapid economic 
development. Based on this experience, the prospect= for 
the future is for steady and somewhat more even progress 
toward the Plan's goals. 


Steadily increasing oil revenues will continue to provide 
the motive force for the Saudi economy and development 
efforts. Government oil revenues during the first half of 
1977 are estimated to have been in the vicinity of $20 
billion, based on an average production of over 9.5 million 
barrels per day during the period. These revenues are 
expected to maintain approximately the same level during 
the second half, with a 5 percent price increase in July 
largely compensating for an expected drop in production, 
of about one-half million barrels per day over the period. 
Government revenues from other internal sources have also 


grown but remain minor, but earnings on the government's 
large foreign assets should total about $2.5 billion in 
additional income during the year. 


The government has strengthened its anti-inflationary 
policy in the effort to protect the local purchasing power 
of its oil revenues. As government expenditure is the 
major determinant of demand, the government has held its 
state budget for the fiscal year, beginning June 16, 1977, 
to the same general level of the previous two years, or 
$31.5 billion. Actual expenditures are likely to run 

very close to that level, and some projects have already 
been affected or slowed down by budgetary limitations set 
primarily to stem inflation. 


The government's efforts against inflation have both 
contributed to and benefitted by a business lull during 
the first half of the year. A dramatic increase in port 
throughput, and destocking on the part of many businesses, 
have combined with a topping-out and decline in the real 
estate market to bring some balance back into the market. 





The Ministry of Finance's consumer price index in fact 
showed an increase of only 2.5 percent over the first 

two quarters of the year. There are indications, however, 
that overall private and public spending has increased in 
the months since publication of the new budget. As demand 
for both consumption and investment goods is largely met 
by imports, this will inevitably lead to renewed pressures 
on the ports and distribution system. In fact, waiting 
time, though modest, have already been reinstituted at 
Jidda Port. The fact that a number of major projects will 
soon be reaching the construction phase, involving heavy 
import requirements, will complicate the situation. 


Neither port congestion nor inflationary pressure, both of 
which will recur in some form in late 1977 and 1978, 

are likely to reach their earlier proportions. The through- 
put capacity of existing ports has been greatly improved 
through energetic (and sometimes draconian) management, and 
is unlikely to decline substantially. Moreover, many small 
special-purpose ports are under construction to serve 
special projects or ministries (such as pipeline unloading 
facility for the trans-peninsula pipeline project, bulk 
cement unloading facilities for the Ministry of Housing, 
and special Aramco and Corps of Engineer ports); these 

will help take pressure off the existing general-purpose 
port facilities. The outlook, therefore, is for adequate 
availability of most consumer goods, though some short 
supply situations may develop for construction goods. 
Inland transport and distribution/warehousing facilities 
may prove to be a new bottleneck. Even though the govern- 
ment is moving fairly rapidly to improve the road network, 
it remains unsatisfactory; warehousing and central market- 
ing locations are scarce, and the trucking industry is 

not organized. These factors are unlikely to create the 
same degree of inflationary pressure as port congestion 

has in the past. Moreover, the government has instituted 
the rudiments of a price monitoring system which should 
enable it to identify at least some opportunitistic price 
rigging by merchants or middlemen, and bring appropriate 
pressures to bear. 


Many of the new institutions which have been created by 

the Saudi government to meet its special development needs 
are now in place and functioning. The General Ports 
Authority is so far the most successful example. The 

Royal Commission for Jubayl and Yanbu has also begun to get 





 — 


underway, particularly for the latter project, and will 
be letting hundreds of millions of dollars in contracts 
over the next months for infrastructure development at 
those two new industrial sites. Similarly, the Saudi 
Basic Industries Corporation, which will hold the Saudi 
share of joint venture industrial projects, has pro- 
gressed across the board in its project negotiations or 
feasibility studies. A General Electricity Corporation 
has been set up to coordinate the country's electrific- 
ation, and the Real Estate Company has begun to develop 
some projects which will both give some competition to 
private sector developers, and dampen speculation for 
excessive profits. Setting up of these new special- 
purpose organizations has, however, accentuated some of 
the staffing and coordination problems facing the govern- 
ment's development effort. 


The thinness of Saudi human resources continues to be the 
country's most important long-term development bottleneck. 
The number of managerial-level Saudis is gradually in- 
creasing, but they continue to gravitate toward the more 
remunerative private sector rather than government work 
(in spite of a recent civil service pay increase of 
approximately 25 percent on average). Saudi plans for 
training the required technician and supervisory level 
personnel are ambitious but have so far only begun. The 
need for foreign managers, technicians and especially 
laborers will, therefore, continue for some time into the 
future. Major private contractors are expected to obtain 
all their labor needs from overseas, and to supply complete 
life-support facilities for them outside of present urban 
areas. The influx of foreigners has, at the same time, 
raised anxieties of Saudis who see them as a threat to 
Saudi tradition and morality. Visa and work permit 
procedures are consequently being tightened up marginally. 


Progress on major development plan projects, in spite of 
some slowdowns and stretch-outs caused by budgetary 
considerations, inefficiencies, or reconsideration of over- 
ambitious initial targets, has been marked. The huge gas- 
gathering project is well underway, and the first gas- 
separation units will be commissioned in 1978. The petro- 
chemical and other industrial projects which will depend 
on the gas are unlikely to go into operation until the 
period after 1981, but active planning and study is under- 
way while emphasis in construction is concentrated on 
providing the necessary infrastructure at the two future 
industrial poles, Jubail and Yanbu. 





Preparatory work on the trans-peninsula crude oil pipeline 
to Yanbu will begin toward the end of 1977, and the parallel 
gas liquids pipeline should follow in 1978. The road and 
civil aviation networks are expanding rapidly. Tele- 
communications expansion will soon follow with a nation- 
side microwave system contracted in early 1977, and the 
expected award of an expanded telephone switching system 
contract later this year. Construction of schools, 
hospitals, and public services is continuing at many 
locations, and some public housing projects are underway. 
Finally, on the military side, construction of a number of 
important bases and cantonments (such as the new military 
city at al Batn) are already under contract or construction. 


Bottlenecks and dislocations are expected to occur repeat- 
edly in the execution of this ambitious Plan. Given the 
relative fragility of the Saudi infrastructure, labor 
supply, and government management capabilities, plus the 
susceptibility of the economy to overheating from too 
rapid government spending, government officials have 
continuously emphasized the flexible nature of the Plan. 
While they reiterate their adherence to the Plan's over- 
all objectives, they are continuously re-evaluating and 
reformulating priorities and individual programs. 


The private sector, although it contributes only about 15 
percent to GDP because of the predominance of oil, has 

been the most dynamic area and has provided many profitable 
business opportunities to foreign joint venture partners 

or suppliers. The heavy concentration on real estate 
ventures has simmered down, due to the topping out of the 
market; the availability of cheap government credit and 
subsidies is moving some enterprise capital toward 
industrial and even agricultural ventures. 
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PART B —- IMPLICATIONS FOR THE UNITED STATES 


The political stability of Saudi Arabia and its basic 
policy stance in favor of the West and free enterprise, 
make it an attractive area for U.S. investment and a 
promising market for export of U.S. goods and services. 
The primary opportunity for U.S. firms in the next two 

to five years is in the major projects area via joint 
ventures or contracts with Saudi government entities. 
Shell, Mobil, Dow, Grace, Exxon, and a variety of other 
major U.S. firms have already negotiated joint ventures 
in the industrial projects to be located in Jubail and 
Yanbu. The master plans for these two projects are being 
prepared by Bechtel and Ralph Parsons, respectively. 
These two companies also have the project management con- 
tracts for the new Riyadh and Jidda airports. Many other 
U.S. firms stand to profit greatly by way of sub-contract- 
ing on these and on projects undertaken by third country 
firms. Kellogg already has the contract to build the 
Mobil/Petromin lube oil plant near Jidda, and Fluor is 
undertaking the massive east coast gas-gathering project 
for Aramco. Equally large prospects are offered by the 
various public infrastructure projects in the Plan. U.S. 
firms are vying for large contracts involving design and 
construction of projects as varied as Riyadh University, 
a new Ministry of Foreign Affairs complex, and extensions 
of the automatic telephone system. The U.S. Corps of 
Engineers alone may well manage projects totalling more 
than $18 billion over the next ten years. 


U.S. investors who carefully survey the market and exist- 
ing problems are also finding profitable areas in which to 
begin joint ventures with private Saudis. Foremost 
McKesson, for example, has a joint venture with a Saudi 
firm on a 1000 gallon per day dairy. U.S. firms are 
proceeding cautiously, although Saudis are seeking joint 
ventures in a large number fields, including road 
construction, well drilling, livestock raising, prefab 
housing, or small consumer goods factories (e.g., paints, 
doors, plastic products). Labor intensive projects should 
be avoided whenever possible. As long as private industry 
has to compete for resources with the government's 
development program, importing goods can, at times, be 
less expensive than establishing local industries. This 
situation should remain for the next three years or more. 





U.S. exports continue to hold their share of the Saudi 
market due to the reputation of excellence which U.S. 
products enjoy. An estimated twenty-two percent of Saudi 
imports originated from the U.S. in 1976 as the U.S. recorded 
a doubling of exports to the Kingdom over the 1976 figure. 
Saudi Arabia in 1977 will be the largest importer of U.S. 
goods in the Middle East (including Iran), and U.S. exports 
reached to a new high of $1.7 billion during the first six 
months of the year (though outweighed by a $3.3 billion 

oil bill). Best sales prospects for U.S. manufacturers lie 
in the fields of building supplies, fixtures and equipment; 
construction, mining and materials handling equipment; 
electrical power equipment; communications systems and 
equipment; health care equipment; agribusiness equipment; 
aviation and avionics equipment; computers and peripherals; 
and filtration and purification equipment. 


Consumer goods are currently in oversupply, and U.S. firms 
will find the competition stiff from European and Asian 
suppliers who flooded the market in the last two years with 
cheaper goods. The total size of both durable and non- 
durable consumer markets will remain small in an absolute 
sense, as the Saudi and foreign resident population does 
not currently exceed 7 million. 


Catalogs and company literature will not sell the product 
here as in the United States or Europe. Neither will a 
single visit of three days. This market is best sold by 
perseverance. It is wide open, but U.S. firms should expect 
tough competition from European and Japanese companies. 


Relations between Saudi Arabia and the U.S. have been close 
for a number of years. A Joint Economic Commission was set 
up in 1974 to provide reimbursable technical assistance 

and facilitate private sector participation in Saudi 
development plans. The Five-Year Development Plan presumes 
participation by U.S. industry and access to U.S. supplies. 
Saudi Arabia does, however, support the Arab boycott of 
Israel. Congress has recently passed legislation which 
makes illegal certain actions by U.S. firms that support 
the Arab boycott. An increasing number of U.S. firms, 
however, are finding that it is possible to do business 
with Saudi Arabia using normal export and contract 
documentation, thereby avoiding use of negative certificates 
of origin or other boycott enforcement practices. 
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An additional obstacle to U.S. participation in the economic 
development of Saudi Arabia may result from the recent court 
decisions and changes in tax legislation as it affects U.S. 
citizens residing overseas. Proposed legislation may 
provide some relief but this added cost of a U.S. worker 
could adversely affect the competitive position of U.S. 
firms vis-a-vis other foreign firms. In addition, U.S. 
consultants, key elements in determining the procurement 
policies of several ministries and government agencies, 

may now find their services less attractive. 


Available by subscripticn from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








U.S. 
> INDUSTRIAL 
OULLOO<C 
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The 18th edition of this popular business aid is now in preparation. 


Status reports on the activity — shipments, employment, major develop- 
ments, trends — for more than 200 industries. Includes year-ahead 
and 5-year forecasts for each. 


A handy compilation of statistics researched and analyzed by 100 
Government business conditions experts. 


Over 500 pages of facts and forecasts for under $10. 
Make sure you get your copy! 


Fill out and mail the coupon below to be notified when the new edition is available. 


Please Send an Order Form for U.S. INDUSTRIAL OUTLOOK-1978 to: 


a pb eens nacliageadliae 
Firm 
Street 


ee _ State 


Mail to: Office of the Ombudsman 
Room 3800 
U.S. Department of Commerce 
Washington, D.C. 20230 





